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OATH OR AFFIRMATION

1, Sanjay H. Lillaney : , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

RMG PARTNERS CORPORATION , as
of December 31 ,20_(2 , aretrue and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:
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This report ** contains (chec‘: all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Chenges—inFinenetet-Conditten— Cash Flows

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors” Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(3) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3,

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(D An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Bertorelli, Gandi, Won & Behti

Certified Public Accountants
A Partnership of Professional Corporations

INDEPENDENT AUDITOR’S REPORT

To the Shareholder of
RMG Partners Corporation
(a Delaware corporation)

We have audited the accompanying balance sheet of RMG Partners Corporation as of
December 31, 2002 and the related statements of income, changes in shareholder's equity and cash
flows for the year then ended and for the period March 30, 2001 (inception) through December 31,
2001. These financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of RMG Partners Corporation as of December 31, 2002 and the results
of its operations and its cash flows for the year then ended and for the period March 30, 2001
(inception) through December 31, 2001, in conformity with accounting principles generally accepted
in the United States of America.

Dbl badl oJo s Delbe

San Francisco, California
January 22, 2003




RMG PARTNERS CORPORATION
(a Delaware corporation)

BALANCE SHEET

DECEMBER 31, 2002

ASSETS
CASH $ 254,327
ACCOUNTS RECEIVABLE 1,565
ADVANCES TO OFFICER 300,000
PREPAID EXPENSES 22,121
RENTAL DEPOSITS 18,295

OFFICE AND COMPUTER EQUIPMENT, AT COST
LESS ACCUMULATED DEPRECIATION OF $32,983 -

TOTAL ASSETS _ $ 596,308

LIABILITIES AND SHAREHOLDER'S EQUITY

LIABILITIES
ACCOUNTS PAYABLE AND ACCRUED EXPENSES $ 77,109
INCOME TAXES PAYABLE 9,761
TOTAL LIABILITIES 86,870

COMMITMENTS AND CONTINGENCIES

SHAREHOLDER'S EQUITY
Common stock, authorized and outstanding 100 shares 5,000
Additional paid-in capital 638,025
Deficit (133,587)
TOTAL SHAREHOLDER'S EQUITY 509,438
TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY $ 596,308

The accompanying notes are an integral part of these financial statements. 2




RMG PARTNERS CORPORATION
(a Delaware corporation)

STATEMENTS OF INCOME

YEAR ENDED DECEMBER 31, 2002 AND
PERIOD MARCH 30, 2001 (INCEPTION) THROUGH DECEMBER 31, 2001

Short Period
2002 2001
REVENUES
Consulting fees $ 2,024,569 $ 1,344309
Net investment loss (125,000) -
Interest and dividends 12,132 6,095
INCOME FROM OPERATIONS : 1,911,701 1,350,404
EXPENSES
Employee compensation and benefits 716,075 917,357
Commissions and floor brokerage 404,000 -
Professional fees 338,757 135,187
Occupancy and equipment rental 168,411 79,369
Management fee - related party 102,640 126,426
Travel and entertainment ' 85,532 40,790
Legal fees 56,958 2,000
Communications 49,897 12,424
Office expenses 42,710 12,630
Depreciation . 9,102 23,881
Other 41,673 18,147
TOTAL EXPENSES 2,015,755 1,368,211
LOSS BEFORE INCOME TAXES (104,054) (17,807)
PROVISION FOR INCOME TAXES 10,561 1,165
NET LOSS $ (114,615) $ (18,972)

The accompanying notes are an integral part of these financial statements. 3
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RMG PARTNERS CORPORATION
(a Delaware corporation)

STATEMENTS OF CASH FLOWS

DECEMBER 31, 2002
PERIOD MARCH 30, 2001 (INCEPTION) THROUGH DECEMBER 31, 2001

Short Period
2002 2001
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (114,615) $ (18,972)
Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities
Net investment loss on non-marketable securities 125,000 -
Deferred compensation (640,000) 640,000
Other non-cash expense (revenue) 23,025 (125,000)
Depreciation 9,102 23,881
Changes in assets and liabilities
Account receivable (1,565) -
Rental deposits (4,425) (13,870)
Prepaid expenses (6,037) (16,084)
Accounts payable and accrued expenses 1,643 75,466
Income tax payable 8,596 1,165
Due to parent company for management fees (35,928) 35,928
NET ADJUSTMENTS (520,589) 621,486
NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES (635,204) 602,514
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of office and computer equipment (9,102) (23,881)
Advances to officers, net of repayments (300,000) -
CASH FLOWS USED IN INVESTING ACTIVITIES (309,102) (23,881)
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of common stock - 5,000
Retumn of capital to shareholders (250,000) -
Additional paid-in capital - 865,000
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES (250,000) 870,000
NET INCREASE (DECREASE) IN CASH (1,194,306) 1,448,633
CASH, beginning 1,448,633 -
CASH, end of year ' $ 254,327 $1,448,633
Supplemental Disclosures of Additional Cash Flows Information
Interest paid b - 3 -
Taxes paid ) 800 3 800
Non-marketable securities received in exchange for services 3 - $ 125,000
Distribution of RateXchange shares to BL Partners LLC § (149,456) $ -

The accompanying notes are an integral part of these financial statements. 5




RMG PARTNERS CORPORATION
(a Delaware corporation)

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2002 AND
PERIOD MARCH 30, 2001 (INCEPTION) THROUGH DECEMBER 31, 2001

1. ORGANIZATION AND NATURE OF BUSINESS

The Company is a Delaware corporation organized in March 30, 2001 and commenced
operations as a licensed broker-dealer October 5, 2001. The Company is a broker-dealer
registered with the Securities and Exchange Commission (SEC) and is a member of the National
Association of Security Dealers (NASD).

The Company’s initial sole shareholder was RateXchange Corporation (the Parent). In
accordance with an April 2001 Funding Agreement, the Parent contributed $300,000 and 2.2
million shares of its common stock to the Company of which 700,000 shares were designated
“controlled” shares to vest with the company effective June 30, 2001, and the remaining 1.5
million shares were to vest with the Company based on scheduled times and future earnings. The
Funding Agreement also provided for an option for the purchase of the Parent’s entire interest
after 12 months by BL Partners LLC (BLP), a company formed for the sole purpose of
exercising the option. On April 9, 2002, BLP exercised that option and acquired the Parent’s
entire interest in the Company for $300,000. At that time the Company’s vested shares in
RateXchange (1,149,873 shares) were assigned a value of $0.15 per share in accordance with
Section 83b of the Internal Revenue Code. Of these shares, 996,373 were distributed to BLP.
BLP was then dissolved and distributed its assets to Sanjay H. Lillaney, who is presently the sole
shareholder of the Company. In connection with the exercise of the purchase option, the
Company returned all its non-vested interest in the RateXchange shares (a total of approximately
1.05 million shares). '

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Accounting
The accompanying financial statements are presented on the accrual basis of accounting.
Income Recognition

Fees from consultancy and investment advisory services are recognized as revenue upon billing
of services rendered.




RMG PARTNERS CORPORATION
(a Delaware corporation)

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2002 AND
PERIOD MARCH 30, 2001 (INCEPTION) THROUGH DECEMBER 31, 2001

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Property and Equipment

Property and equipment are capitalized and depreciated over the lives dictated by the MACRS
methods of depreciation under the Internal Revenue Code (the Code). Additional first year
depreciation is taken up to the Section 179 limit provided for in the Code. All the property and
equipment is fully depreciated because, since inception, the Company has not purchased
property and equipment in any calendar year excess of the Section 179 limits.

Concentration of Risk

The Company maintains substantially all cash and cash equivalent balances in one bank. Inthe
normal course of business activities, the Company will maintain balances in excess of
$100,000. At December 31, 2002, the Company’s cash in bank balance was $274,049.

Use of Estimates in the Preparation of Financial Statements

The preparation of the financial statements of the Company requires management to make
estimates and assumptions that affect the reported amounts. These estimates are based on
information available as of the date of the financial statements. Therefore, actual results could
differ from those estimates.

3. LEASE COMMITMENTS

The Company rents its office space under a sublease agreement over a period of two years
starting October 17, 2001 and expiring on October 31, 2003. The Company is also a party to a
non-cancelable operating lease for corporate housing. The corporate housing lease is for a period
of one year expiring March 31, 2003. Total rental expense during the year on these leases
amounted to $82,029.




RMG PARTNERS CORPORATION
(a Delaware corporation)

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2002 AND
PERIOD MARCH 30, 2001 (INCEPTION) THROUGH DECEMBER 31, 2001

4. RELATED PARTY TRANSACTIONS
The following are the Company's significant related party transactions:

a. In2002, the Company's shareholder obtained loans from the Company totaling $500,000.
The loans were evidenced by a promissory note bearing an interest rate of 2% per annum.
The unpaid balance of these loans at December 31, 2002 ($300,000) was fully paid by the
shareholder on January 13, 2003.

b. In 2001, the Company entered into a management agreement with its former parent
Company (RateXchange Corporation) whereby 15% of the Company's revenue, with the
exception of revenues received from Centerfield Partners, LLC (formerly the Salamander
Investment Management LLC) and revenue earned by the Company on its own effort, will be
paid as management fee. The management agreement was terminated in April 2002 after
BLP exercised its option to purchase the Company (See note 1).

c. In 2002 the Company paid to SIM Resorts (wholly owned by the Company’s shareholder)
$24,000 in rent for a corporate rental facility and $25,000 for corporate housing. Both these
facilities were leased on a month to month basis. In addition, during 2002 the Company paid
$35,000 to SIM Resorts for shared rental on a New York apartment used for corporate
housing and offices. All these rental agreements were terminated during 2002,

5. INCOME TAXES

The Company has a capital loss of $125,000 which it can carry forward for five years and offset
against future capital gains, if any. The accompanying statements do not reflect any benefit that
may result from the carryforward of this capital loss.

6. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC rule15¢3-1), which requires that the ratio of aggregate indebtedness to net capital, both as
defined, shall not exceed 15 to 1. At December 31, 2002, the Company has net capital of
$164,846, which was $159,076 in excess of its required minimum net capital of $5,769. The
Company's net capital ratio was .52 to 1.




Bertorelli, Gandi, Won & Behti

Certified Public Accountants
A Partnership of Professional Corporations

INDEPENDENT AUDITOR’S REPORT
ON SUPPLEMENTARY INFORMATION REQUIRED BY RULE 17a-5
OF THE SECURITIES AND EXCHANGE COMMISSION

To the Shareholder of
RMG Partners Corporation
(a Delaware corporation)

We have audited the accompanying balance sheet of RMG Partners Corporation (a Delaware
corporation) as of December 31, 2002 and the related statements of income, changes in shareholder's
equity and cash flows for the year then ended and for the period March 30, 2001 (inception) through
December 31, 2001, and have issued our report thereon dated January 22, 2003. Our audits were
conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information contained in the schedule on Page 10 is presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required
by Rule 17a-5 under the Securities and Exchange Act of 1934. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as whole.

PN abrelly | ok e 3 B

San Francisco, California
January 22, 2003
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RMG PARTNERS CORPORATION
(a Delaware corporation)

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2002

NET CAPITAL

Total Stockholder's Equity $ 509,438
Less Non Allowable Assets

Advances to officer $ 300,000

Prepaid expenses 22,121

Rental deposits 18,295 340,416
Net Capital Before Haircut on Securities Position 169,022
Haircut on securities (2% of Wells Fargo Money Market Fund) 4,176

Total Net Capital

$ 164,846

AGGREGATE INDEBTEDNESS
Accounts payable and accrued expenses 77,109
Income taxes payable 9,761 $ 86,870

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required (6.6667% of aggregate indebtedness) 5,791
Minimum dollar net capital requirement for the reporting broker or dealer 5,000
Excess net capital (net capital less the greater of minimum net capital as

percentage of aggregate indebtness and minimum dollar net capital) 159,055
Excess net capital at 1000% 156,159
Ratio: Aggregate indebtedness to net capital S2isto 1

RECONCILIATION WITH COMPANY'S COMPUTATION INCLUDED IN
' PART I OF FORM X-17A-5 AS OF DECEMBER 31, 2002

Net capital as reported in Company's Part II (unaudited) FOCUS Report 172,974
Reconciling items
Adjustment to record provision for income taxes (9,761)
Other items 1,633
Net Capital as Reported Above § 164,846

10




Bertorelli, Gandi, Won & Behti

Certified Public Accountants
A Partnership of Professional Corporations

INDEPENDENT AUDITOR’S SUPPLEMENTARY
REPORT ON INTERNAL CONTROL

The Board of Directors of
RMG Partners Corporation
(a Delaware corporation)

In planning and performing our audit of the financial statements of RMG Partners
Corporation (a Delaware corporation) (the “Company”) for the year ended
December 31, 2002, we considered its internal control, including control activities for
safeguarding securities, to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission
(SEC), we have made a study of the practices and procedures followed by the Company,
including tests of compliance with such practices and procedures that we considered relevant
to the criteria stated in Rule 17a-5(g) in making the periodic computations of aggregate debits
and net capital under Rule 17a-3(a)(11) and for determining compliance with exemptive
provisions of Rule 15¢3-3. Because the Company does not carry securities accounts for
customers or perform custodial functions relating to customer securities, we did not review
the practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons,
2. Recordation of the differences required by Rule 17a-13, and

3. Complying with the requirements for prompt payment for securities under Section 8
of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling
this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal controls and of the practices and procedures
referred to in the preceding paragraph and to assess whether those practices and procedures
can be expected to achieve the SEC’s above-mentioned criteria. Two of the criteria of
internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are
executed in accordance with management’s authorization and recorded properly to permit the

11




preparation of financial statements in accordance with accounting principals generally
accepted in the United States. Rule 17a-5(g) lists additional criteria of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures
referred to above, misstatements due to errors or fraud may occur and may not be detected.
Also, projections of any evaluation of internal control to future periods are subject to the risk
that internal control may become inadequate because of changes in conditions, or that the
effectiveness of its design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the specific internal control components does not
reduce to a relatively low level the risk that errors or fraud in amounts that would be material
in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control and its operation that we consider to
be material weaknesses as defined above.

We understand that practices and procedures that meet the criteria referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not meet such criteria in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and on our study, we
believe.that the Company’s practices and procedures were adequate at December 31, 2002, to
meet the SEC’s criteria.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, and other regulatory agencies that rely on Rule 17a-5(g) under the

Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is
not intended to be and should not be used by anyone other than these specified parties.

\ékﬁ.@((;’ G andl , LJ""L E Bet‘t‘:

San Francisco, California
January 22, 2003
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